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Foreign  Trade  Policy  of  the  United  States 

BY  HAROLD  H.  HUTCHESON 

THE  primary  objective  of  the  post-war  foreign  Reconstruction.  These  two  institutions,  however, 
economic  policy  of  the  United  States  is  the  expan-  cannot  be  successful  unless  the  member  countries 
Mon  of  world  trade  and  employment  through  the  agree  to  promote  freer,  nondiscriminatory  world 
1  “■  uction  of  tariff  barriers  and  the  elimination  of  trade.  To  achieve  this  key  objective,  the  UN  Eco- 
disc; 'minatory  practices.  With  a  productive  capac-  nomic  and  Social  Council  at  its  first  session  in 
ity  far  larger  than  that  of  any  other  nation,  this  January  1946  endorsed  an  American  plan  for  the 
country  has  a  vital  interest  in  the  future  develop-  formation  of  an  International  Trade  Organization, 
ment  of  the  world  economy.  Although  our  re-  whose  members  would  be  mutually  obligated  to 
.‘our.:‘‘s  are  such  that  we  could  pursue  a  policy  of  reduce  trade  barriers  and  avoid  use  of  discrimina- 
se'.f-su.iiciency,  adoption  of  this  course  would  en-  tory  controls  in  their  foreign  commerce.  Mean- 
tail  iremendous  adjustments  in  the  American  econ-  while,  Washington  has  encouraged  other  countries 
omy — shifts  of  capital  and  manpower — and  even  to  share  in  this  trade  program  by  advancing  cred- 
after  these  had  been  made,  we  would  not  then  its  to  aid  in  their  reconstruction  and  development.* 
enjoy  a  standard  of  living  as  high  as  that  which  But  while  liberal  credits  and  gifts  materially 
could  be  obtained  under  the  projected  program  assist  other  countries  in  restoring  their  war-devas- 
of  freer,  multilateral  world  trade.  Moreover,  the  rated  economies,  they  will  not  of  themselves  assure 
record  of  other  countries  which  have  practiced  eco-  the  success  of  the  American  foreign  trade  pro- 
nomic  nationalism  leaves  no  doubt  that  trade  re-  gram.  If  an  integrated  world  economy  is  to  be 
strictions  may  well  lead  to  the  demise  of  the  sys-  developed,  the  domestic  market  of  this  country 
tern  of  free  private  enterprise.  A  nation’s  foreign  must  be  linked  with  :ne  world  market  to  a  much 
economic  relations  constitute  the  periphery  of  its  greater  extent  than  has  hitherto  been  the  case.  Fun- 
economy,  and  state  controls  exercised  in  that  area  damentally,  freer  world  trade  means  greater  ap- 
tend  to  spread  to  the  economy  as  a  whole.  The  plication  of  the  principles  of  comparative  costs 
lesson  for  the  United  Staffs,  which  alone  of  the  and  territorial  division  of  labor— the  only  way  in  I 
great  powers  has  emerged  from  the  war  with  which  the  manpower  and  resources  of  the  world  I 
'ontinuing  faith  in  the  system  of  free  private  as  a  whole  can  be  used  to  provide  the  maximum  j 
.merprise,  is  that  the  long-run  interests  of  the  total  employment  and  real  income.  So  far  as  the 
American  people  can  best  be  served  only  by  doing  United  States  is  concerned,  this  means  that  our 
everything  possible  to  reverse  the  world  trend  :o-  tariffs  must  be  scaled  downward;  and  in  the 
ward  state<ontrolled  foreign  trade  and  exchange,  process  capital,  labor  and  management  must  be 
Unless  the  economic  weight  of  this  country  is  used  shifted  to  lines  of  production  in  which  our  costs 
to  promote  unity  and  integration  in  the  world  are  lowest  as  compared  to  those  of  other  countries, 
economy,  such  political  settlements  as  may  be  Production  which  in  the  past  has  depended  on 
worked  out  to  promote  peace  will  be  endangered  high  tariffs  must  be  gradually  reduced,  while  the 
by  the  conflicting  interests  of  competing  national  more  efficient  enterprises  that  have  not  required  a 
economies.  protected  home  market  must  be  expanded.  These 

Because  of  these  considerations,  the  State  De-  are  the  irreducible  terms  of  the  State  Department’s 
partment  began  mapping  a  program  of  world  eco-  trade  proposals.  The  structure  of  production  needs 
nomic  cooperation  long  before  the  war  ended  in  to  be  changed;  but  it  is  not  intended  that  these 
Europe.  Thus,  at  the  Bretton  Woods  Conference  adjustments  should  take  place  rapidly.  The  dis- 
in  July  1944,  articles  of  agreement  were  drawn  up  location  that  is  bound  to  result  must  be  minimized, 
for  an  International  Monetary  Fund  and  an  In-  _ 

ternational  Bank  for  Economic  Development  and  ment,"  Survey  of  Cwrcnt  Business,  January  1947,  pp.  19-23. 
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and  it  may  well  be  that  those  whose  investments 
and  jobs  are  affected  will  require  subsidies  pend¬ 
ing  the  development  of  new  opportunities  for  em¬ 
ployment.^  In  the  case  of  th^  wool  growers,  Under¬ 
secretary  of  State  Clayton  has  already  recommend¬ 
ed  to  Congress  adoption  of  such  a  program  of  sub¬ 
sidies.^ 

The  necessary  transition  from  a  high-tariff 
economy  to  a  nearly  free-trade  economy  by  the 
United  States  follows  logically  from  our  status  as 
the  largest  creditor  nation  and  the  fact  that  this 
country  accounts  for  over  one-half  of  total  world 
production.  But  although  the  logic  is  compelling, 
vigorous  opposition  must  be  expected  from  those 
interests  which  will  be  adversely  affected  for  the 
time  being  by  the  adjustments  that  are  required  in 
trade  and  industry. 

Abundant  evidence  on  this  point  is  found  in 
the  record  of  opposition  to  the  original  trade  agree¬ 
ments  program  instituted  in  1934.  Objections  to 
freer  trade  w’ere  voiced  at  that  time  not  merely  by 
die-hard  Republican  protectionists  but  also,  to  a 
certain  extent,  by  some  members  of  the  Denio- 
cratic  party.'^  The  fact  that  the  country  had  not 
achieved  full  recovery  even  as  late  as  1940 — when 
there  were  still  eight  or  nine  million  unemployed 
—  served  to  strengthen  protectionist  sentiment, 
since  it  could  he  argued  that  while  trade  and  in- 
diustry  remained  depressed,  competitive  imports 
should  not  !)c  increased.  Even  now,  however,  with 
production  and  employment  at  a  record  high  level, 
the  Administration’s  trade  program  is  under  sharp 
attack.  Some  Republican  members  of  Congress, 
whose  party  has  a  majority  in  both  the  Senate  and 
Hou'e  for  the  first  time  in  fifteen  years,  have  de¬ 
man  led  that  the  Administration  should  not  make 
any  tariff  cuts  at  the  forthcoming  Geneva  trade 
conference  which  would  expose  domestic  industry 
and  agriculture  to  foreign  competition.’ 

In  short,  although  Congress  has  continued  in 
force  the  Reciprocal  Trade  Agreements  Act  of 
1934  and  in  fact  increased  the  power  of  the  Presi¬ 
dent  to  reduce  tariff  rates  when  the  Act  was  re¬ 
newed  in  1945,  protectionist  sentiment  has  all  along 

2.  See  Michael  A.  Heilperin,  The  Trade  of  Nations  (New 
York,  Knopf,  1947),  pp.  230  ff. 

3.  See  Department  of  State,  Bulletin,  November  21,  1945, 

PP-  837-39- 

4.  Raymond  Moley,  After  Seven  Years  (New  York,  Harper, 
1939),  passim. 

5.  In  an  executive  order,  February  25,  1947,  the  President 
directed  that  the  Tariff  Commission  shall  review  any  tariff 
concession  where  domestic  producers  complain  of  “serious 
injury.”  This  is  a  compromise,  worked  out  with  Republican 
leaders  in  the  Senate;  party  members  in  the  flouse,  however, 
have  criticized  the  arrangement  as  being  inadequate.  See  New 
Yorl{  Times,  February  26,  1947. 
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been  so  strong  as  to  prevent  development  of  a 
clear-cut,  consistent  approach  to  freer  world  trade. 
Important  exceptions  of  a  nationalistic  character  to 
the  international  principles  which  underlie  our 
foreign  trade  policy  have  been  made  from  time 
to  time,  with  the  result  that  the  United  States 
has  been  placed  at  a  disadvantage  when  it  seeks 
to  convince  other  nations  of  our  willingness  to 
share  generously  in  a  post-war  program  to  reduce 
trade  barriers.  A  notable  example  of  such  excep¬ 
tions  is  the  farm  policy  followed  by  this  country 
since  1933. 

A  NATIONALISTIC  FARM  POLICY 

It  was  the  intention  of  the  Administration  that 
the  reciprocal  trade  agreements  should  supplement 
domestic  measures  for  economic  recovery  by  ex¬ 
panding  markets  abroad  for  both  farmers  and 
manufacturers.  But  wiiereas  industrial  recovery 
was  a  matter  of  inducing  business  to  expand  pro¬ 
duction,  the  farm  problem  was  that  of  eliminating 
surpluses.  Accordingly  the  agricultural  adjustment 
program,  instituted  in  1933,  aimed  at  reducing 
production  and,  where  surpluses  remained,  to  dis¬ 
pose  of  them  by  subsidizing  their  export.  Produc¬ 
tion  and  marketing  controls,  moreover,  were  to 
be  applied  in  such  a  manner  as  to  give  the  farmer 
“parity  prices.”  Parity  was  defined  as  the  rela¬ 
tionship  prevailing  in  the  base  period,  1910-14, 
between  prices  received  for  farm  products  and 
prices  paid  by  the  farmers  for  the  manufactured 
goods  they  bought.  This  meant  domestic  agricul¬ 
tural  prices  higher  than  the  level  obtaining  in  the 
world  market.  To  he  successful,  therefore,  the 
farm  program  had  to  be  reinforced  by  import  con¬ 
trols  and  export  subsidies.  Since  domestic  cotton 
and  woolen  manufacturers  were  to  pay  more  than 
the  world  price  for  raw  materials,  thev  in  turn 
were  entitled  to  protection  .'’^ainst  foreign  com¬ 
petitors  who  had  die  advantage  of  cheaper  cotton, 
wool,  and  so  forth. 

Authority  to  subsidize  exports  was  contained  in 
Section  12(b)  of  the  original  Agricultural  Adjust¬ 
ment  Act  of  1933.  Subsequent  legislation,  particu¬ 
larly  section  32  of  the  AAA  of  1935,  further  ex¬ 
panded  the  program  of  subsidized  exports.  Sub¬ 
sidies  could  be  paid  not  only  on  the  export  of  raw 
materials,  such  as  wheat  and  cotton,  but  akso  on 
exports  of  finished  products — for  example,  wheat 
flour  and  cotton  textiles.  To  protect  the  domestic 
market,  another  measure  war.  approved  by  Con¬ 
gress  in  1035.  This  authorized  the  President,  after 
an  investigation  by  the  Tariff  Commission,  to  im¬ 
pose  quantitative  controls  on  any  imports  that 
were  tending  to  “reduce  substantially  the  amount 
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of  any  product  processed  in  the  United  States.”^ 
Imports  might  be  limited  by  as  much  as  50  per  cent 
of  the  average  quantities  imported  in  the  period 
between  July  i,  1928  and  June  30,  1933. 

Under  the  AAA,  an  outright  subsidy  was  paid 
on  the  export  of  farm  products.  Beginning  with 
the  bounty  of  1933-34  on  wheat  exports  from  the 
Pacific  northwest,  this  policy  was  subsequently 
extended  to  include  flour,  corn,  cotton,  nuts,  fruits, 
tobacco,  dairy  products  and  meat  animals.  Between 
1933-34  and  1943-44,  a  total  of  over  Si  18  million 
was  allocated  to  subsidize  exports  of  these  com¬ 
modities.^  The  largest  outlay  was  on  cotton  in 
1939-40,  when  the  sum  of  $51  million  was  ear¬ 
marked  for  subsidy  purposes.  In  anticipation  of 
probable  adverse  effects  of  this  measure  on  Ameri¬ 
can  cotton  manufacturers,  the  Secretary  of  Agri¬ 
culture  took  steps  to  invoke  the  law  of  1935  au- 
diorizing  import  quotas.  He  requested  the  Presi¬ 
dent  to  instituie  a  Tariff  Commission  inquiry  on 
ihe  advisability  of  an  import  quota  on  cotton  man¬ 
ufactures.  Cotton  export  subsidies,  however,  were 
temporarily  discontinued,  and  the  pro[»csal  was 
dropped.  But  in  the  meantime  the  prospect  of 
quota  restrictions  had  evoked  considerable  ad¬ 
verse  criticism  in  Britain,  where  the  president  of 
the  Board  of  Trade  issued  an  informal  warning 
in  Parliament  that  imposition  of  an  import  quota 
on  items  covered  by  the  Anglo-American  trade 
agreement  of  November  17,  1938  would  be  con¬ 
sidered  a  violation  of  the  pact.® 

Fundamentally,  therefore,  American  agricultural 
policy  since  1933  has  been  nationalistic,  and  at 
variance  with  the  principles  underlying  the  re¬ 
ciprocal  trade  agreements  program.  It  could  not 
have  been  otherwise,  so  long  as  the  goal  of  the 
Administration  was  to  raise  prices  received  by 
American  farmers  above  the  world  level.  When 
the  question  of  a  new  tariff  policy  was  under  con¬ 
sideration,  Secretary  of  Agriculture  Henry  A.  Wal¬ 
lace  had  sided  with  those  who  opposed  freer, 
multilateral  world  trade.  In  an  article  in  the  Janu¬ 
ary  1934  issue  of  Foreign  Affairs  he  recommended 
what,  in  effect,  would  have  been  discriminatory 
bilateral  trade  pacts.^  But  once  Congress  had 
enacted  the  reciprocal  trade  agreements  program, 

6.  49  Stat.  750,  August  24,  1935. 

7.  See  Extension  of  Reciprocal  Trade  Agreements  Act,  Hear¬ 
ings  before  the  Ojmmittee  on  Ways  and  Means,  House  of 
Representatives,  79th  Congress,  ist  Session,  on  H.R.  3240, 
Vol.  I,  p.  67.  Cited  hereafter  as  Extension  Hearings,  House, 
1945. 

8.  Carl  Kreidcr,  The  Anglo-American  Trade  Agreement 
(Princeton  University  Press,  1943),  p.  223. 

9.  Henry  f.'Tasca,  The  Reeiproeal  Trade  Poliey  of  the  Untied 
States  (Philadelphia,  University  of  Pennsylvania  Press,  1938), 
pp.  49n,  51. 


Wallace  supported  it,  insisting,  however,  that  ex¬ 
port  subsidies  might  be  necessary.  As  one  writer 
has  observed:  “There  can  be  little  doubt  that, 
however  earnestly  the  Departments  of  State  and 
Agriculture  protested  to  the  contrary,  there  was  a 
fundamental  conflict  in  policy  between  the  meas¬ 
ures  of  crop  restriction  and  export  subsidies  on  the 
one  hand  and  the  trade  agreements  program  on 
the  other  hand.”*" 

Although  the  reciprocal  trade  pacts  included 
many  concessions  to  other  countries  on  agricultural 
tariff  items,  a  large  number  of  the  reductions  were 
confined  to  less  competitive  commodities.  Where 
duties  on  competitive  items  weie  reduced,  the 
concessions  in  several  instances  were  limited  to 
a  specific  quota  of  imports.  At  the  same  time,  the 
device  of  tariff  reclassification  was  also  used  to 
protect  the  American  farmer.*’ 

The  Farmer  an:)  Post-War  Trai  e 

The  expansion  of  agricultural  production  dur¬ 
ing  World  War  II,  when  it  became  necessary  for 
the  Unite-l  States  to  supply  much  of  the  food  re¬ 
quirements  of  its  Allies,  will  eventually  result  in 
an  iin^  .ecedented  problem  of  over-supply  for  many 
farm  commodities.*'  There  is  every  prospect  that 
prices  now  received  by  farmers  will  tumble;  the 
only  element  in  doubt  is  the  extent  of  the  decline. 
Uongress  has  anticipated  this  development  by  pro¬ 
viding  that  prices  of  most  farm  products  shall  be 
maintained  by  the  government  at  90  per  cent 
(cotton  at  92.5  per  cent)  of  parity  until  Decem¬ 
ber  31,  1948.  In  the  meantime,  import  cjuotas  and 
export  subsidies  may  again  be  used  should  they 
be  needed.  Before  the  war  ended,  (Congress  ap¬ 
proved  legislation  for  a  system  of  export  subsidies. 
Under  the  provisions  of  the  Surplus  Property  Act 
of  October  3,  1944,  the  Commodity  Credit  Cor¬ 
poration  may  sell  surplus  farm  commodities  for 
export  at  prevailing  world  prices,  even  though 
minimum  domestic  prices  are  higher.*^  Thus,  since 
August  1946  about  $23  million  have  been  spent 
as  a  subsidy  on  the  export  of  cotton,  at  a  time 
when  domestic  cotton  supplies  are  at  an  unusually 
low  level.  The  official  explanation  of  this  policy  is 
that  it  is  necessary  to  protect  the  American  cotton 
export  market.*"* 

10.  Krcidcr,  The  Anglo-American  Trade  Agreement,  cited, 
pp.  225-26. 

11.  M.  S.  Gordon,  “International  Aspects  of  American  Agri¬ 
cultural  Policy,"  American  Economic  Review,  September  1946, 
pp.  6no-oi. 

12.  Betwen  1939  and  1944  agricultural  output  increased  25 
per  cent.  See  Theodore  W.  Schultz,  Agriculture  in  an  Unstable 
Economy  (New  York,  McGraw  Hill,  1945),  p.  15. 

13.  Gordon,  “International  Aspects  of  American  Agricultural 
Policy,"  cited,  p.  602. 

14.  See  New  Yorh,  Herald  Tribune,  February  13,  1947. 
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The  draft  charter  for  an  International  Trade 
Organization  (ITO)  envisages  the  elimination  of 
export  subsidies  and  condemns  the  use  of  quanti¬ 
tative  import  controls  in  principle.  Nevertheless, 
it  provides  that,  subject  to  certain  regulations,  ex¬ 
port  subsidies  may  be  used,  and  import  quotas  are 
also  permitted  with  respect  to  agricultural  prod¬ 
ucts  the  marketing  or  production  of  which  is  con¬ 
trolled  by  the  government.*^  Similar  provisions 
with  respect  to  import  quotas  have  hitherto  been 
incorporated  in  reciprocal  trade  agreements.  In 
addition,  however,  post-war  trade  plans  recognize 
the  special  nature  of  the  problem  of  farm  sur¬ 
pluses.  The  American  proposals  for  the  ITO  char¬ 
ter  envisage  the  negotiation  of  intergovernmental 
commodity  arrangements.  Both  producer  and  con¬ 
sumer  interests  are  to  share  in  the  formulation  of 
these  agreements,  which  are  to  remain  in  force 
for  a  limited  period  of  time,  pending  “economic 
adjustments  designed  to  promote  the  expansion  of 
consumption  or  shift  of  resources  and  manpower 
out  of  ovci  -expanded  industries  into  new  and  pro¬ 
ductive  occ.'.pations.”**^ 

The  State  Department  has  favored  this  approach 
through  the  ITO,  in  preference  to  the  proposal 
discussed  at  the  UN  Food  and  Agricultural  Or¬ 
ganization  (FAO)  conference  in  Copenhagen  in 
September  1946  to  establish  a  World  Food  Board 
with  executive  powers  and  a  large  fund  to  stabilize 
prices  and  subsidize  consumption  of  foodstuffs. 
The  FAO  Preparatory  Commission,  after  a  three- 
month  session  in  Washington,  announced  on  Jan¬ 
uary  24,  1947  that  future  international  action 
should  be  on  an  individual  commodity  basis,  by 
voluntary  cooperation  of  the  separate  countries. 
This  decision  is  generally  considered  to  be  an  en¬ 
dorsement  of  the  preference  indicated  by  the 
United  States  for  the  ITO  prop)osals.*’ 

But  so  long  as  the  domestic  farm  program  ad¬ 
heres  to  parity  price  formulas,  an  international  so¬ 
lution  of  the  problem  of  agricultural  surpluses  will 
prove  that  much  more  difficult.  Since  1933  pro¬ 
duction  controls  have  been  administered  in  such 
a  way  that  inefficient,  high-cost  farming  operations 
have  continued.  Artificially  high  prices  have  de- 

15.  Department  of  State,  Suggested  Charter  jor  an  Interna¬ 
tional  Trade  Organization  (Washington,  September  1946), 
chap.  IV,  sections  C  and  E.  Similar  provisions  are  included 
in  the  draft  charter  prepared  by  the  London  meeting  of  the 
n  o  preparatory  commission. 

16.  Ihid. 

17.  See  Report  of  the  TAG  Preparatory  Commission  on  World 
Pood  Proposals,  Document  234,  1-II/8  (Washington),  Janu¬ 
ary  22,  1947;  and  Hlair  Holies,  “World  Nutrition  and  Agrarian 
Stability — Proposals  for  a  World  Foixl  Hoard,"  Foreign  Policy 
Reports,  December  i,  1946.  When  the  Orr  Plan  was  first  an¬ 
nounced,  the  Department  of  Agriculture  endorsetl  it. 


nied  the  consumer  the  benefit  of  lower  costs  of 
production  made  possible  by  a  veritable  techno¬ 
logical  revolution  in  American  agriculture,  which 
is  still  in  its  early  stages.*®  Moreover,  the  tendency 
of  “parity  prices”  to  be  reflected  in  higher  wages 
has  penalized  American  industry  in  general.  Im¬ 
port  quotas  and  high  tariff  duties  have  in  turn 
placed  our  exports  of  industrial  and  agricultural 
commodities  at  a  disadvantage  in  world  markets. 

For  many  years  past,  the  comparative  advantage 
of  this  country  in  world  trade  has  been  shifting 
steadily  in  favor  of  manufacturing  enterprise — 
particularly  industries  producing  capital  equip¬ 
ment  and  durable  consumer  goods.  The  United 
States  has  ceased  to  be  a  net  exporter  of  farm 
products.  Since  the  middle  of  the  1920’s  agricul¬ 
tural  imports  have  tended  to  exceed  agricultural 
exports,  which  for  decades  have  constituted  a  de¬ 
clining  proportion  of  total  exports.  These  trends 
represent  basic  changes  in  the  American  economy; 
but  since  1933,  especially,  the  changes  have  met 
with  resistance.  The  result  has  been  continued 
maladjustment  in  the  national  economy.  So  far  as 
agriculture  is  concerned,  the  real  problem  is  not  so 
much  surplus  farm  production  as  “surplus  farmers” 
— those  marginal  producers  whose  poverty  is 
such  that  they  do  not  have  sufficient  land  or  tech¬ 
nical  and  capital  resources  to  produce  at  the  low 
costs  made  possible  by  technological  progress.  Ad¬ 
mittedly,  these  farmers  must  have  alternative  em¬ 
ployment  opportunities,  which  were  not  forthcom¬ 
ing  before  1940  since  the  national  economy  had 
not  then  staged  a  full  recovery.  The  war  produc¬ 
tion  boom,  however,  enabled  some  5,100,000  per¬ 
sons  of  both  sexes  and  all  ages  to  leave  farms.*^ 
This  {wpulation  movement  represents  a  positive 
contribution  to  a  belter  balanced  economy,  but  it 
is  as  yet  not  large  enough. 

TRADE  AGREEMENTS: 

MODIFIED  PROTECTIONISM 

Had  the  American  economy  undergone  a  more 
rapid  and  sustained  recovery  after  1933,  greater 
progress  would  undoubtedly  have  been  made  in 
solving  the  problem  of  overproduction  in  agricul¬ 
ture,  and  officials  responsible  for  developing  the 
reciprocal  trade  agreements  program  could  have 
jjursued  a  more  vigorous  policy  of  lowering  the 
American  tariff.  But  full  recovery  was  not  achieved 
even  as  late  as  1940.  In  making  tariff  concessions, 

j8.  See  Schultz,  Agriculture  in  an  Unstable  Economy,  cited, 
p.  76;  and  Tenth  Report  of  the  House  Special  Committee  on 
Postwar  Economic  Policy  and  Planning,  House  Report  No.  2728 
(Washington,  1946),  passim. 

19.  Ibid.  The  period  covered  is  January  i,  1940  to  January  i, 
1945- 
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thereiore,  it  did  not  prove  feasible  to  apply  the 
principle  of  comparative  costs,  except  in  the  most 
circumscribed  manner. 

Labelled  a  policy  of  freer  trade  by  its  proponents, 
the  Hull  program  might  more  accurately  be  de¬ 
scribed  as  modiiied  protectionism.*®  Neither  in 
1934,  nor  since,  has  Congress  sought  to  overhaul 
completely  the  protective  features  of  American 
trade  policy.  Thus,  a  Federal  Act  of  March  3, 
1933  establishing  a  “Buy-American”  rule  for  gov¬ 
ernment  purchasing  was  never  repealed;  on  the 
contrary,  in  subsequent  legislation  (Acts  of  April 
8,  1935  and  September  i,  1937),  the  rule  was  ex¬ 
tended  to  include  preference  for  American  goods  in 
expenditures  for  relief  projects  and  housing.^* 

Moreover,  in  amending  the  Tariff  Act  of  1930 
to  permit  trade  agreements  Congress  continued  in 
force  section  336,  which  gave  the  President  power, 
after  inquiry  by  the  Tariff  Commission,  to  raise 
or  lower  duties  by  as  much  as  50  per  cent  when 
such  a  change  was  necessary  “to  equalize”  (i.e. 
offset)  differences  between  foreign  and  domestic 
costs  of  production.  The  Act  of  1934,  however, 
did  stipulate  that  the  cost  formula  was  not  to 
apply  to  trade  agreement  negotiations.  But  other¬ 
wise  this  distinctly  protectionist  device  remained  in 
force,  and  was  invoked  to  raise  four  tariff  rates 
on  minor  items  in  1936.^^ 

Quantitati\'e  Import  Controls 

The  influence  of  the  American  tradition  of  pro¬ 
tectionism  is  also  indicated  by  the  use  which  has 
been  made  of  the  device  of  quantitative  import 
controls.  The  farmer’s  fear  of  undue  foreign  com¬ 
petition  in  the  home  market  has  compelled  the 
United  States  to  employ  a  quota  arrangement  to 
limit  the  increase  in  imports  resulting  from  a  given 
tariff  cut.  Concessions  on  competitive  agricultural 
imports  have  usually  included  a  tariff  quota, 
whereby  only  so  many  units  of  the  particular  com¬ 
modity  mav  be  imported  under  the  revised  duty; 
additional  quantities  are  subject  to  the  old  tariff 
rate.  Application  of  quantitative  controls  in  these 
instances  has  been  made  an  exception  to  the  basic 
provision — included  in  all  reciprocal  trade  agree¬ 
ments — that  neither  party  will  impose  any  new 
quotas  on  imports  enumerated  in  the  schedules. 

In  addition  to  the  so-called  tariff  quotas,  the 

20.  William  Diebold,  Jr.,  Neu/  Directions  in  Our  Trade  Policy 
(New  York,  Council  on  Foreign  Relations,  1941),  p.  23. 

21.  Percy  W.  Bidwell,  The  Invisible  Tariff  {Ibid.,  1939), 
Appendix  A.  In  a  Treasury  ruling.  Circular  No.  37,  issued  in 
1934,  it  was  decreed  that  a  differential  of  25  per  cent  in  favor 
of  the  American  producer  should  apply  when  there  was  direct 
competition  from  foreign  suppliers. 

22.  Tasca,  The  Reciprocal  Trade  Policy,  cited,  p.  I9in. 


United  States  has  at  times  employed  absolute 
quotas  which  limit  the  amount  of  a  given  import 
irrespective  of  the  duty  levied.  In  both  instances, 
protectionist  sentiment  has  forced  the  Administra¬ 
tion  to  depart  from  its  declared  policy  of  discour¬ 
aging  the  practice  of  quantitative  controls.  Accord¬ 
ing  to  one  estimate,  in  1939  over  16  per  cent  of 
the  dutiable  imports  of  the  United  States  were 
subject  to  quotas  prescribing  the  absolute  amounts 
that  might  be  brought  in,  while  another  8  per  cent 
were  limited  by  tariff  quotas.^^  Nearly  always, 
however,  the  tariff  concession  accompanying  the 
quantitative  restriction  has  enlarged  imports  of  the 
particular  article.  To  that  extent,  therefore,  our 
quotas  have  permitted  increased  trade,  whereas  the 
controls  imposed  by  otlier  nations  have  reduced 
their  imports,  and  have  been  used  to  discriminate 
against  American  exports. 

Elimination  of  discriminatory  treatment  of 
American  exports  has  been  an  important  object 
of  the  trade  agreements  program.  The  United 
Stales  has  insisted  that  its  exporters  receive  a  quota 
allotment  proportionate  to  their  share  in  the  im¬ 
ports  during  a  “representative  period.”  But  al¬ 
though  we  have  made  that  principle  a  cardinal 
point  in  our  commercial  policy,  we  have  not  al¬ 
ways  followed  it.  In  the  trade  agreement  with 
Fr..nce  in  1936  American  negotiators  accepted 
more  than  this  country  was  entitled  to  under  a 
strict  application  of  the  rule,  when  it  was  agreed 
that  supplementary  quotas  should  be  given  to 
American  exporters.^*  Again,  in  the  Venezuelan 
trade  agreement,  signed  on  November  7,  1939,  a 
duty  reduction  was  made  on  fuel  oil  and  crude 
petroleum,  and  at  the  same  time  a  customs  quota 
was  established.  But  in  allocating  the  quota  Mexico 
was  given  a  share  much  smaller  than  that  to  which 
it  was  entitled,  since  the  base  period  chosen  was 
in  no  wise  representative  or  normal.  This  decision 
may  have  been  influenced  by  the  fact  that  in  1938 
the  Mexican  government  had  expropriated  private 
oil  properties.  The  quota  arrangement,  however, 
definitely  violated  the  principle  of  equality  of 
treatment.^’ 

23.  Diebold,  New  Directions  in  Our  Trade  Policy,  cited,  pp. 
I5'37-  Quotas  on  certain  Japanese  products  were  voluntarily 
agreed  to. 

24.  See  Tasca,  The  Reciprocal  Trade  Policy,  cited,  p.  214.  In 
the  Anglo-American  agreement  of  November  1938,  the  British 
concession  on  ham  gave  this  country  a  quota  more  favorable 
than  what  it  was  entitled  to  under  the  representative  period 
formula.  See  Kreider,  Anglo-American  Trade  Agreement,  cited, 
pp.  161-68. 

25.  Wm.  Diebold,  Jr.,  “Oil  Import  Quotas  and  ‘Equal  Treat¬ 
ment,'  ”  American  Economic  Review,  September  1940,  p.  572. 
Quota  limitations  were  removed  in  the  Mexican  agreement, 
January  30,  1943,  as  a  wartime  arrangement. 
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Exports  and  Imports:  1934-1939 

By  the  end  of  1939,  the  United  States  had  signed 
trade  pacts  with  twenty-eight  nations,  which  to¬ 
gether  accounted  for  over  65  per  cent  of  our  nor¬ 
mal  foreign  trade.  During  the  period  between 
1934-35  and  1938-39,  changes  in  exports  and  im¬ 
ports  were  as  follows:  exports  to  nontrade-agree¬ 
ment  countries  increased  by  32  per  cent,  while 
exports  to  trade-agreement  countries  rose  by  63 
per  cent;  imports  from  the  first  group  went  up  by 
13  per  cent,  and  for  the  second  group  the  increase 
was  22  per  cent.^^  Recovery  in  this  country,  even 
though  slow,  as  well  as  recovery  and  rearmament 
abroad  accounted  for  some  of  the  increase.  The 
drought  here  in  1936,  moreover,  caused  agricultural 
imports  to  expand  temporarily. 

These  factors,  as  well  as  the  trade  agreements, 
affected  the  course  of  American  trade  during  the 
period  in  question.  Trade  statistics,  however,  re¬ 
veal  no  tendency  for  imports  to  increase  more  than 
exports.  When  imports  are  compared  with  national 
income,  it  is  found  that  even  the  average  of  5  to  6 
per  cent  which  prevailed  from  1921  to  1929  was 
not  equalled  during  the  period  1934-39,  although 
the  trend  was  upward  until  1937,  when  imports 
were  about  4  per  cent  of  income.  A  sharp  reces¬ 
sion  in  the  latter  part  of  that  year  caused  imports 
to  fall  rapidly 

When  the  measures  used  in  the  trade  pacts  to 
limit  imports  are  examined,  these  results  are  not 
f  surprising.  It  was  never  the  intention  of  the  Ad- 
I  ministration  to  make  the  balance  of  trade  unfavor- 
‘  able.^®  But  as  a  creditor  nation,  the  United  States 
I  must  eventually  develop  an  excess  of  imports  over 
,  exports. 

I  Imports  in  the  Post-War  Trade  Program 

I  The  success  of  this  country’s  post-war  plans  to 
;  promote  freer,  multilateral  trade  will  depend  not 
j  only  on  the  extent  to  which  we  are  willing  to  make 
further  tariff  cuts,  but  also  on  the  action  that  may 
I  be  taken  by  the  United  States  should  the  cuts  re- 
[  suit  in  a  large  inflow  of  competitive  imports  at  a 
time  when  national  industry  has  entered  a  period 
of  depression.  In  renewing  the  Reciprocal  Trade 
j  Agreements  Act  on  June  12,  1945,  Congress 

!  amended  the  law  by  increasing  the  authority  of 
the  President  to  modify  tariff  rates  and  other  im- 

2f>.  Extension  Hearings,  House,  1945,  Vol.  i,  pp.  12-13.  Trade 
1  with  Hritnin  and  Ecuador  is  omitted,  since  agreements  with 

I  them  were  in  force  for  only  half  of  1938-39. 

27.  Hal  H.  Lary  and  Associates,  The  United  States  in  the 
j  World  Economy  (Department  of  Qjmmerce,  Washington, 
I  >943),  P.  3S- 

128.  See  Francis  B.  Sayre,  The  Way  Forward  (New  York,  Mac¬ 
millan,  1939),  chap.  13. 


port  restrictions.  Thus  it  is  now  possible  for  the 
American  negotiators  to  permit  an  enlarged  inflow 
of  imports. 

But  the  Administration,  in  presenting  its  case 
for  additional  power  to  lower  the  tariff,  stated 
anew  its  determination  to  prevent  any  injury  to 
American  industry.  On  all  occasions  when  Con¬ 
gress  has  had  under  consideration  renewal  of  the 
Trade  Agreements  Act,  spokesmen  for  both  the 
Tariff  Commission  and  the  State  Department  have 
cited  the  various  devices  employed  to  limit  an  in¬ 
crease  in  imports.  Testimony  given  in  1945,  how¬ 
ever,  especially  emphasized  the  importance  at¬ 
tached  to  these  safeguarding  provisions.  Mr.  Oscar 
B.  Ryder,  chairman  of  the  Tariff  Commission, 
dealt  with  the  subject  at  length,  and  remarked 
that  measures  to  limit  imports  “doubtless  will  as¬ 
sume  greater  importance  in  any  agreements  which 
may  be  made  in  the  difficult  transition  period 
which  will  follow  the  cessation  of  hostilities.”^’ 
He  observed  that,  beginning  with  the  Argentine 
agreement  of  October  14,  1941  an  all-inclusive, 
broadly  worded  safeguarding  clause  had  been  used. 
Under  this  provision,  either  party  reserved  the 
right  to  terminate  the  agreement,  in  whole  or  in 
part,  and  on  short  notice  should  any  circumstance 
arise  to  endanger  its  industry  or  commerce.  Since 
this  clause  was  considered  too  drastic,  he  contin¬ 
ued,  it  was  modified  in  the  Mexican  agreement  of 
January  30,  1943  to  provide  that  either  party  re¬ 
served  the  right  to  withdraw  or  modify  any  con¬ 
cession,  or  to  impose  “quantitative  regulations,”  if 
such  action  was  necessary  to  prevent  “serious  in¬ 
jury  to  domestic  producers  of  like  or  similar  ar¬ 
ticles.”^® 

The  safeguarding  clause  contained  in  the  Mexi¬ 
can  agreement  is  similar  to  a  provision  set  forth 
in  the  State  Department’s  draft  charter  for  an  ITO, 
which  also  authorizes  emergency  action  to  limit 
imports  of  particular  products  (Article  29);  but 
the  proposed  charter  does  not  sanction  use  of 
quotas,  while  the  Mexican  trade  agreement  docs. 
Previous  trade  pacts  signed  by  the  United  States 
contained  a  ban  on  the  imposition  of  new  quotas 
by  either  party  (farm  produce  subject  to  domestic 
control  schemes  excepted)  to  prevent  subsequent 
impairment  or  cancellation  of  the  value  of  con¬ 
cessions;  however,  if  the  safeguarding  clause  con¬ 
tained  in  the  Mexican  agreement  is  a  guide  to  fu¬ 
ture  policy,  any  type  of  quantitative  control  may 
be  employed  to  limit  an  increase  in  particular  im¬ 
ports.  “In  temporary  emergency  situations,  such  as 
may  arise  in  the  transition  period,”  Mr.  Ryder 


29.  Extension  Hearings,  House,  1945,  Vol.  i,  p.  789. 

30.  Ibid.,  p.  280. 
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testified,  “quotas  are  probably  the  most  effective 
method  of  import  control.”^*  His  prediction  that 
all  important  trade  agreements  signed  in  the  future 
would  contain  the  comprehensive  escape  clause 
was  confirmed  in  the  State  Department  announce¬ 
ment  on  November  9,  1946  of  intention  to  conduct 
tarill  negotiations  with  sixteen  nations  beginning 
in  April  1947 — the  Department  stated  that  it  “in¬ 
tended  to  include  ...  an  adequate  escape  clause, 
along  the  lines  of  that  appearing  in  our  trade 
agreement  with  Mexico.”^^ 

Although  this  country  has  thus  far  rarely  modi¬ 
fied  concessions  to  limit  imports,  other  nations 
have  no  assurance  that  their  exports  to  the  United 
States  will  not  be  curbed  should  production  and 
employment  here  decline  perceptibly.  On  the  con¬ 
trary,  such  an  eventuality  is  indicated  by  the  in¬ 
creasing  importance  which  the  Administration  has 
attached  to  the  escape  clause.  As  a  means  of  placat¬ 
ing  the  protectionists,  tariff  reform  on  this  tenta¬ 
tive  basis  is  realistic.  But  since  the  United  States 
has  taken  the  lead  in  advocating  freer  world  trade, 
other  nations  may  view  with  skepticism  the  long- 
run  advantages  of  our  trade  program. 

U.S.  LOAN  POLICY  AND  BILATERALISM 

A  primary  purpose  of  the  foreign  loan  policy 
of  the  United  States  has  been  to  encourage  other 
governments  to  accept  the  American  trade  pro¬ 
posals.  The  special  $3,750,000,000  credit  to  Britain, 
which  became  effective  on  July  15,  1946,  was  made 
with  the  understanding  that  the  British  govern¬ 
ment  would  support  the  principles  of  freer,  multi¬ 
lateral  trade  and  exchange.  It  was  specifically  pro¬ 
vided,  moreover,  that  as  of  July  15,  1947  the 
pound  sterling  must  be  made  multilaterally  con¬ 
vertible  (freely  exchangeable  for  any  other  national 
currency)  in  all  current  transactions.  Credits  to  aid 
other  nations  whose  economies  were  devastated 
during  the  war  have  been  advanced  through  the 
agency  of  the  Export-Import  Bank  of  Washing¬ 
ton.  These  advances  are  also  intended  to  promote 
adherence  to  the  trade  proposals,  but  the  borrower 
has  not  been  required  to  make  its  currency  freely 
convertible  as  of  a  given  date.  Instead,  the  Bank’s 
commitments  have  been  made  with  the  proviso 
that  the  proceeds  be  spent  directly  on  American 
goods  and  services — i.e.,  the  arrangement  is  that 
of  a  quasi-bilateral  loan  and  trade  pact.^’ 

In  justification  of  this  policy  of  “tied-loans,”  the 

31.  Ihid.,  p.  800. 

32.  Department  of  State,  Press  Release  No.  782,  p.  3. 

33.  See  Export-Import  Bank,  First  Semiannt4al  Report  to  Con¬ 
gress,  July-December,  194$.  PP-  30*31,  and  the  Bank's  General 
Policy  Statement,  September  ii,  1945. 


Bank  has  stated  that  were  it  “to  finance  the  ex-  I 
ports  of  third  countries,  both  it  and  the  borrower 
would  be  involved  in  unnecessary  hazard.”^'*  Any 
intention  to  divert  trade  from  normal  channels  is 
denied.  The  United  States,  it  is  pointed  out,  is  for 
the  time  being  the  main  source  of  supply  for  what 
the  borrowers  wish  to  buy. 

In  commenting  on  the  Bank’s  defense  of  its 
policy,  the  London  Economist  has  observed  that 
the  arguments  in  favor  of  tied-loans  are  unfor¬ 
tunately  valid,  given  the  prevalence  of  blocked  cur¬ 
rencies  and  bilateral  trade  and  exchange.  But  in 
a  world  of  multilateralism  and  free  exchanges, 
which  is  the  present  goal  of  the  United  States, 
there  would  be  no  Justification  for  bilateral  loan 
and  trade  deals.  The  Bank,  according  to  The  Econ¬ 
omist,  is  thus  arguing  not  that  its  arrangements 
do  not  discriminate,  but  that  in  the  world  as  it 
exists  today,  they  are  necessary.^’ 

These  British  views  have  been  shared  by  other 
critics,  including  some  American  writers  on  the 
subject.  Reference  by  the  Bank  to  the  risk  in¬ 
volved  in  the  alternative  to  tied-loans  is  not  re¬ 
garded  as  convincing.  Consideration  of  the  factor 
of  risk  must  necessarily  be  a  key  determinant  of 
the  Bank’s  policy;  but  it  is  at  least  debatable  that 
minimization  of  risk  should  be  carried  to  the  point 
of  prescribing  where  the  borrower  shall  spend  the 
dollar  exchange.  The  borrower  might  be  required 
to  submit  full  details  on  the  uses  to  which  the  loan 
is  to  be  put;  but  if  the  United  States  is  to  expect 
other  nations  to  follow  the  principles  of  multi¬ 
lateral  trade  and  exchange,  say  the  critics,  it  should 
allow  the  borrower  to  choose  the  market  (or  mar¬ 
kets)  in  which  the  purchases  are  to  be  made. 
Under  the  procedure  followed  by  the  Export- 
Import  Bank,  commitments  made  by  it  do  not  add 
to  the  potential  supply  of  dollars  available  to  third 
countries.  “The  most  economic  use  of  the  proceeds 
of  a  loan  is  possible  only  if  the  borrower  may  dis¬ 
pose  of  them  as  he  pleases  and  if  adjustment  is  free 
over  the  entire  range  of  items  in  the  balance  of  j 
payments.”^^  j 

In  addition  to  the  requirement  that  Export- 
Import  Bank  credits  be  spent  directly  in  the  United 
States,  there  are  two  other  stipulations  which  are 
bilateral  in  character,  and  therefore  in  conflict  with 
official  American  trade  policy.  As  required  by  an 
Act  of  Congress,  exports  financed  by  the  Bank 

34.  Ihid.  I 

35.  See  The  Economist  (Lon<lon),  March  30,  1946,  p.  500.  j 

36.  C.  R.  Whittlesey,  “Five  Years  of  the  Export-Import  Bank,”  [ 
American  Economic  Review,  September  1939,  p.  502.  See  also 
Jacob  Vincr,  “America’s  Lendinjj  Policy,”  Proceedings  of  the 
Academy  of  Political  Science,  January  1947,  pp.  61-62. 
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must  be  shipped  in  vessels  ot  American  registry 
Applying  this  protectionist  rule,  the  object  of 
which  is  to  promote  national  security,  other  na¬ 
tions  are  denied  the  right  to  economize  in  their 
use  of  scarce  dollar  exchange  by  employing  their 
merchant  marine.  The  case  of  Norway,  which  re¬ 
ceived  a  $50  million  Export-Import  Bank  “com¬ 
mitment,”  has  been  cited  in  this  connection.  Al¬ 
though  Norway  depends  to  a  large  extent  on  its 
shipping  earnings,  it  must  carry  in  American  ships 
the  American  goods  it  buys  with  the  loan.  An¬ 
other  proviso  of  Bank  “commitments”  requires 
borrowers  to  take  out  contracts  of  insurance  “pay¬ 
able  in  United  States  dollars.”  This  rule  was  adopt¬ 
ed  by  the  Bank  on  its  own  initiative  in  March 
1946,  to  prevent  “diversion  of  marine  insurance 
business  from  normal  channels.”^® 

PROTECTIONISM  IN  STOCK¬ 
PILING  ACTS  OF  1939  AND  1946 

The  continued  strength  of  protectionist  senti¬ 
ment  in  the  United  States  is  also  reflected  in  legis¬ 
lation  to  provide  for  the  acquisition  of  stocks  of 
strategic  and  critical  materials  for  national  defense 
purposes.  The  experience  of  World  War  I  revealed 
the  need  for  such  a  measure,  but  no  action  was 
taken  until  1937  when  the  sum  of  $3,500,000  was 
included  in  the  Naval  Appropriations  Act  for 
1938  for  purchase  of  essential  materials.  Later,  on 
June  7,  1939,  broader  legislation  was  enacted  au¬ 
thorizing  the  expenditure  of  $100  million  on  criti¬ 
cal  materials  over  the  next  four  years.^^  But  al¬ 
though  there  was  every  reason  at  that  time  to 
expect  the  outbreak  shortly  of  another  world  war, 
and  therefore  the  closing  of  certain  foreign  sources 
of  supply.  Congress  wrote  into  the  stockpiling 
act  of  1939  provisions  which  favored  domestic 
producers  in  building  up  the  reserve  of  scarce  ma- 
teri.nls.  Thus  Section  5  required  that  the  “Buy 
American”  Act  of  March  3,  1933  apply  to  all  pur¬ 
chases. 

Ivncouragement  of  domestic  production  of  ma¬ 
terials  essential  for  national  security  was  unques¬ 
tionably  a  desirable  objective;  but  for  many  cru¬ 
cial  items,  such  as  tungsten,  mercury,  chrome,  and 
so  forth,  the  United  States  was  largely  dependent 
on  imports.  Accordingly,  the  Army  and  Navy  Mu¬ 
nitions  Board,  which  was  responsible  for  selecting 
the  critical  materials  to  be  acquired,  issued  an  ini¬ 
tial  list  of  nine  minerals  most  of  which  had  to  be 
imported."^®  As  of  June  30,  1940,  however,  only 

37.  See  Public  Resolution  No.  17,  73r(]  Congress. 

38.  Export-Import  n.ink.  Second  Semiannual  Report  to  Con¬ 
gress,  January-liine  1946,  p.  39. 

39.  53  Stat.  8t  I. 


about  $15  million  had  been  spent.  In  short,  the 
experience  of  World  War  I  was  repeated;  there 
“was  delay,  confusion,  exorbitant  cost  in  acquiring 
the  minerals  necessary  for  our  defense  program.”"*' 

During  the  war  domestic  production  of  minerals 
and  metals  was  expanded,  the  government  paying 
subsidies  and  premium  prices  to  encourage  a  larger 
output.  Imports,  however,  had  to  be  greatly  in¬ 
creased,  and  averaged  about  two-thirds  of  a  billion 
dollars  annually  in  1942-43."*^  Upwards  of  sixty- 
five  varieties  of  minerals  and  metals  were  im¬ 
ported,  and  of  these  twenty-seven  were  not  pro¬ 
duced  at  all  in  the  United  States.  Some  items  were 
so  urgently  needed  and  constituted  such  precious 
cargoes  that  they  had  to  be  flown  in  to  save  time 
and  avoid  the  hazards  of  shipping.  Air  transport 
brought  in  beryl  from  Brazil,  India  and  Argentina, 
tin  and  tungsten  from  China,  and  so  on."*^ 

Even  though  imports  reached  an  unprecedented 
volume,  consumption  of  minerals  during  the  war 
was  on  such  a  vast  scale  that  our  domestic  re¬ 
sources  became  seriously  depleted."*"*  On  the  basis 
of  data  compiled  by  the  Bureau  of  Mines  in  1944, 
it  has  been  predicted  that  within  a  decade  we  shall 
be  in  a  net  import  position  for  petroleum  and 
copper;  and  will  be  increasingly  dependent  on 
foreign  sources  of  zinc,  lead,  cadmium,  mercury, 
bauxite,  vanadium,  tungsten,  platinum  and  block 
mica  in  the  near  future.  In  several  instances  do¬ 
mestic  resources  can  be  worked  only  at  high  cost 
compared  with  better  grades  and  cheaper  produc¬ 
tion  abroad."*’ 

During  1945  the  question  of  stockpiling  was 
further  considered  by  the  government  agencies  and 
departments  concerned.  The  basis  of  discussion 
was  a  bill  (S.  752)  sponsored  by  Senator  Thomas, 
Democrat,  of  Utah,  chairman  of  the  Committee 
on  Military  Affairs,  who  had  authored  the  1939 
act.  As  in  the  original  law,  it  was  provided  that 
purchases  should  be  made  in  accordance  with  the 
“Buy-American”  Act  of  1933,  except  where  its  ap¬ 
plication  “would  be  inconsistent  with  the  public 
interest.” 

40.  See  Hearing  before  Subcommittee  on  Surplus  Property  of 
the  Committee  on  Military  Affairs,  Senate,  79th  Omgress,  1st 
Session,  on  S.  752  and  S.  1481  (Stock-Piling),  (Washington, 
'945)»  P-  9-  Hereafter  cited  as  Stock^-Piling,  Senate  Hearing, 
1945- 

41.  Testimony  of  C.  K.  Leith,  Mineral  Consultant,  War  Pro¬ 
duction  Board,  Ibid.,  p.  8. 

42.  Ibid.,  p.  31. 

43.  Ibid.,  p.  34. 

44.  Ibid.,  p.  9.  Normal  growth  of  industry  had  already  re¬ 
duced  our  resources. 

45.  FImer  W.  Pehrson,  “Our  Mineral  Resources  and  Security,” 
Foreign  Affairs,  July  1945,  pp.  644-57;  Stock.-Piling,  Senate 
Hearing,  1945,  pp.  8-27. 
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Another  bill  (S,  1481)  was  introduced  by  Sena¬ 
tor  Johnson,  Democrat,  of  Colorado.  In  this  meas¬ 
ure  the  emphasis  in  stockpiling  was  shifted  from 
developing  domestic  resources  to  accumulations 
through  imports.  Supplies  were  to  be  purchased 
“at  the  lowest  prices  obtainable,  and  such  purchases 
may  be  made  without  regard”  to  the  “Buy-Ameri- 
can”  law.  Citing  the  increased  dependence  of  the 
country  on  foreign  sources  of  supply,  government 
witnesses  supported  S.  1481.  “Stock-pile  purchases,” 
Dr.  Leith  testified,  “should  not  be  used  to  any 
considerable  extent  to  subsidize  submarginal  do¬ 
mestic  production.”^^  Imports  were  necessary  to 
ensure  stocks  of  the  highest  grade  for  an  emer¬ 
gency.  War  Department  spokesmen  offered  similar 
arguments,  as  did  also  John  W.  Snyder,  then 
the  Director  of  War  Mobilization,  who  noted  that 
“we  do  not  increase  our  reserves  of  strategic  ma¬ 
terials  or  contribute  greatly  to  our  security  by  re¬ 
moving  ores  from  a  hole  in  the  ground  and  plac¬ 
ing  them  on  top  of  the  ground — within  the  United 
States.”"*^  Dr.  Willard  L.  Thorp,  representing  the 
State  Department,  also  advocated  omission  of  the 
“Buy-Amerjcan”  requirement.  Representatives  of 
domestic  mining  interests,  on  the  other  hand,  con¬ 
tended  that  “a  sound,  healthy  and  functioning 
mining  industry”  in  the  United  States  was  the 
“basic  stock  pile”  in  a  national  emergency."*® 

As  finally  approved  on  July  23,  1946,  the  Strate¬ 
gic  and  Critical  Materials  Stock-Piling  Act  par¬ 
alleled  the  1939  law  in  the  preference  given  to  do¬ 
mestic  producers.  The  new  measure  also  intro¬ 
duced  the  requirement  that  industry  advisory  com¬ 
mittees  be  appointed  to  assist  in  supervising  the 
stockpiling  program — an  innovation  obviously  de¬ 
signed  to  favor  local  sources  of  supply.  By  mini¬ 
mizing  imports  as  a  source  of  materials  for  the 
stockpile,  Congress  rejected  what  in  the  opinion 
of  several  economists  would  have  been  an  ideal 
means  of  supplying  other  countries  with  much 
needed  dollar  exchange."*^ 

Synthetic  Rubber  Industry 

With  respect  to  synthetic  rubber,  however,  it  is 
generally  agreed  that  its  production  in  the  United 
States  is  of  such  prime  importance  to  national 
security  that  the  industry  should  be  protected,  if 
necessary.  At  the  time  of  Pearl  Harbor  the  enor¬ 
mous  rubber  consumption  of  this  country  was  met 
by  imports  of  the  natural  product  from  the  Far 

46.  Stock,-Piling,  Senate  Hearing,  194s,  pp.  10,  43. 

47.  l/ud.,  p.  39. 

48.  I  hid.,  pp.  65!!. 

49.  See,  e.R.,  Norman  S.  Buchanan,  International  Investment 
and  Domestic  Weljare  (New  York,  Holt,  1945),  pp.  224-27. 


East.  Athough  stockpiling  began  in  1939,  civilian 
consumption  remained  at  a  high  level  until  the 
end  of  1941,  with  the  result  that  on  January  i, 
1942,  total  natural  rubber  reserves,  government 
and  private,  were  only  about  533,000  long  tons,  with 
an  additional  100,000  tons  in  transit."*^®  The  fall 
of  Singapore  in  February  1942  meant  that  90  per 
cent  of  the  world’s  sources  of  natural  rubber  had 
been  cut  off.  There  was  only  one  solution — to 
build  synthetic  rubber  plants  as  quickly  as  pos¬ 
sible.  In  this  emergency  program  the  government 
invested  over  $700  million.  Whereas  in  1941  out¬ 
put  was  about  8,000  long  tons,  by  the  end  of  1944 
the  industry  was  operating  at  an  annual  rate  of 
1,000,000  tons;  however,  most  of  the  increase  did 
not  come  until  after  the  second  quarter  of  1943.’° 

The  fact  that  butadiene,  the  intermediate  prod¬ 
uct  from  which  synthetic  rubber  is  made,  could 
be  produced  from  either  of  two  basic  raw  materi¬ 
als,  alcohol  or  petroleum,  resulted  in  a  struggle 
between  the  farm  bloc  in  Qingress  and  the 
petroleum  interests.  Those  in  charge  of  the  rubber 
program  decided  in  favor  of  petroleum,  since  the 
costs  were  thereby  reduced.  The  Agriculture  Com-  * 
mittee  of  the  Senate,  however,  was  determined  | 
that  all  butadiene  be  made  from  grain  alcohol. 
Congress  approved  a  measure  creating  a  separate 
rubber  agency,  with  the  authority  to  make  manda¬ 
tory  the  erection  of  plants  for  producing  synthetic 
rubber  out  of  grain  alcohol  only.’*  The  President, 
however,  vetoed  the  bill.  Considerable  use  was 
made  of  alcohol  butadiene  for  many  months,  since  I 
the  petroleum  derivative  was  required  in  the  pro-  | 
duction  of  high-octane  aviation  fuel.”  I 

Since  the  end  of  the  war,  the  demand  for  rubber, 
natural  and  synthetic,  has  continued  at  a  record 
level  in  the  United  States.  But  although  American 
rubber  consumption  is  at  a  new  peak,  rubber  ex-  j 
perts  do  not  anticipate  a  figure  higher  than  900,000 
tons  yearly  in  the  foreseeable  future,  once  the  pres-  t 
ent  deferred  demand  has  been  met.  The  outlook  j 
is  therefore  one  of  serious  oversupply.  I 

As  the  largest  buyer  of  rubber — in  the  five-yeai  * 
period  1935-39  American  consumption  averaged  j 
50  per  cent  of  the  world  total — and  at  the  same  \ 

49a.  The  problems  encountered  in  stockpilinR  rubber  arc  di$-  \ 
cussed  by  Ilcrbcrt  Feis,  Seen  from  E.A.  (New  York,  Knopf,  r 
1947)- 

50.  Sec  Office  of  War  Mobilization  and  Reconversion,  First 
and  Second  Report f  of  the  Inter-.dgency  Policy  Committee  on 
Rubber  (Washington,  fuly  1946);  K.  F..  Knorr,  World  Rubber 
and  Its  Regulation  (Stanford  University  Press,  194*;);  and 
Donald  M.  Nelson,  Arsenal  of  Democracy  (New  York,  Har- 
court.  Brace,  1946),  chap.  15. 

51.  Nelson,  cited,  p.  297. 

52.  Inter-Agency  Policy  Committee  on  Rubber,  First  Report, 
p.  41. 


FOREIGN  POLICY  REPORTS  •  MARCH  I5,  I947 


II 


time  the  leading  producer  of  synthetic  rubber,  the 
United  States  has  a  vital  interest  in  the  future  of 
the  industry.  A  directive  issued  by  John  W.  Snyder 
on  September  7,  1945  while  he  was  Director  of 
War  Mobilization  and  Reconversion  created  an 
Inter-Agency  Policy  Committee  on  Rubber,  to 
which  representatives  from  ten  departments  and 
agencies  were  appointed.  The  Committee  has  made 
two  reports  with  recommendations  for  both  the 
short  and  long  term.  The  most  important  con¬ 
clusion  is  that  “there  should  be  continuously  main¬ 
tained  in  production  and  use,  regardless  of  cost, 
sufficient  synthetic  rubber  capacity  to  meet  at  least 
one-third  of  our  rubber  requirements,  exclusive  of 
need  for  special  purpose  rubbers.”'^  This  recom¬ 
mendation  “is  predicated  upon  the  present  stage 
of  synthetic  development  and  upon  present  re¬ 
quirements  for  efficient  plant  operation.”'*'* 

An  important  question  is  whether  voluntary 
consumption  of  general  purpose  synthetic  rubber 
will  remain  at  a  level  high  enough  to  keep  in  op¬ 
eration  the  minimum  plant  capacity  necessary  for 
national  security.  Given  the  strong  probability  of 
a  cost  differential  favoring  the  natural  rubber  pro- 
I  ducers,  continued  private  operation  of  synthetic 
plants  is  not  likely  unless  action  is  taken  to  guaran- 
!  tee  a  market.  The  Committee  considered  different 
methods  of  government  support,  and  concluded 
that  the  most  desirable  policy  is  either  product 
specification  (i.e.  stipulating  the  minimum  amount 
of  synthetic  rubber  to  be  included  in  any  given 
product)  or  a  subsidy,  or  both. 

SUMMARY 

The  many  instances  in  which  the  United  States 
has  departed  from  its  proclaimed  policy  of  freer, 
multilateral  trade  reveal  the  strength  of  groups 
opposed  to  a  more  liberal  commercial  policy.  But 
I  if  the  American  people,  with  all  the  wealth  and 
I  power  at  their  disposal,  are  to  make  the  maximum 
I  contribution  to  world  peace  and  prosperity— and 
!  in  the  process  serve  their  own  best  interests — the 
transition  to  freer  trade  must  continue  unabated. 

53.  ihid.,  p.  35. 

54.  Ihid.,  pp.  35-36. 
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In  view  of  the  breakdown  of  world  economy  in 
the  inter-war  period,  when  both  political  and  eco¬ 
nomic  security  steadily  declined,  the  case  for  in¬ 
ternational  economic  cooperation  would  appear  to 
have  been  convincingly  established.  This  is  the 
assumption  that  underlies  the  State  Department 
proposals  for  a  post-war  program  to  expand  world 
trade  and  employment  by  reducing  tariff  barriers 
and  eliminating  bilateral,  discriminatory  trade  de¬ 
vices.  The  British  government  has  agreed  to  this 
undertaking  in  principle,  as  have  also  fifteen  other 
nations  which  are  sharing  in  the  project  to  estab¬ 
lish  an  International  Trade  Organization  under 
the  auspices  of  the  UN. 

But  while  other  trading  nations  have  indicated 
their  willingness  to  develop  a  unified  world  econ¬ 
omy  in  place  of  the  current  costly  regime  of  eco¬ 
nomic  nationalism,  not  many  of  them  now  have 
adequate  economic  strength  to  institute  a  system 
of  freer  trade  and  exchange.  The  ravages  of  war 
have  seriously  depleted  their  resources;  and  al¬ 
though  thus  far  a  certain  measure  of  recovery  has 
been  achieved,  the  work  of  reconstruction  has  by 
no  means  been  completed.  The  British  production 
crisis  of  the  winter  of  1947,  precipitated  by  a  fuel 
shortage,  dramatically  illustrates  the  continuing 
critical  economic  situation  abroad. 

Under  these  circumstances,  it  is  hardly  likely 
that  other  nations  can  make  a  reasonably  quick 
transition  to  an  ideal  world  trading  system.  But 
if  freer  trade  is  not  now  promoted,  it  may  well 
be  that  the  protectionist  interests  here  and  abroad 
will  become  more  firmly  entrenched,  with  the  re¬ 
sult  that  in  the  end  their  policies  will  prevail. 
There  is  every  reason,  therefore,  why  the  United 
States  should  pursue  its  foreign  trade  policy  with 
renewed  vigor.  This  policy,  however,  cannot  prove 
successful  unless  the  adjustments  within  the  Ameri¬ 
can  economy,  which  will  be  necessary  under  a  pro¬ 
gram  of  freer  trade,  are  frankly  faced  and  carried  out. 
If  escape  clauses  are  eventually  applied  to  avoid 
these  changes,  then  what  has  been  proclaimed  as 
the  only  sound  trade  policy  for  a  prosperous  world 
will  become  simply  a  pious  hope. 
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The  Merchant  Marine  Problem 

By  Harold  H.  Hutcheson  and  O.  K.  D.  Ringwood 


A  vital  phase  o£  the  war  production  program 
was  the  expansion  of  shipbuilding  capacity  to 
provide  a  merchant  fleet  in  which  to  transport 
food,  munitions  and  other  supplies.  When  Japan 
struck  at  Pearl  Harbor,  the  American  merchant 
marine  was  woefully  inadequate.  In  the  ensuing 
months  the  shipping  situation  became  even  more 
critical  as  the  U-boat  offensive  shifted  to  the 
western  Atlantic  and  Caribbean  areas.  The  mount¬ 
ing  shortage  of  ships,  as  well  as  the  general  lack 
of  military  preparedness,  forced  the  United  States 
for  the  time  being  to  fight  a  defensive  war. 

Experience  gained  during  World  War  I  had 
already  indicated  the  importance  of  the  merchant 
marine  to  the  national  security  of  this  country. 
In  the  inter-war  period  Congress  enacted  legisla¬ 
tion  which,  it  was  hoped,  would  provide  an  ade¬ 
quate  merchant  fleet.  To  preserve  some  measure 
of  shipbuilding  capacity,  construction  subsidies 
were  paid  to  offset  the  lower  costs  obtaining  in 
foreign  shipyards;  in  addition,  subsidies  and  ex¬ 
emptions  were  also  provided  to  counterbalance 
the  lower  operating  costs  of  foreign  competitors. 
But  even  these  measures  were  not  successful  in 
preventing  a  decline  in  our  share  of  the  world 
shipping  industry.  The  comparative  advantage  en¬ 
joyed  by  other  countries,  which  also  used  sub¬ 
sidies,  enabled  their  fleets  to  gain  at  the  expense 
of  the  United  States.  Thus  in  1921  American  flag 
vessels  carried  51.3  per  cent  of  our  exports  and  im¬ 
ports;  but  by  1939  the  percentage  had  declined  to 
22.2. ‘  Moreover,  in  1939  only  21  per  cent  of  our 
ocean-going  vessels  were  less  than  twenty  years 
old — the  American  merchant  marine  was  not  only 
small  but  was  composed  of  many  old  and  slow 
ships. 

From  July  1940  through  1944,  the  government 
invested  over  two  billion  dollars  in  shipyards.  As 
the  result  of  this  program,  the  United  States  now 
has  a  fleet  of  over  6,000  dry-cargo  and  tanker  ships, 
some  of  which  have  been  lend-leased  to  our  Allies. 
This  over-all  figure,  however,  is  deceptive  as  a 
measure  of  American  merchant  marine  strength. 
For  about  70  per  cent  of  the  dry-cargo  units  are 
either  “Liberty  ships”  or  vessels  built  long  before  the 
war.  In  either  case,  they  are  slow  and  uneconomical 
to  operate  except  in  an  emergency.  Moreover,  the 
post-war  American  fleet  is  not  properly  balanced, 
for  there  is  still  a  shortage  of  passenger  vessels,  re¬ 
frigerators,  and  one  or  two  other  types. 

I.  sixth  Report  of  the  House  Special  Committee  on  Postwar 
Economic  Policy  and  Planning,  79th  Congress,  ist  Session, 
House  Report  No.  541,  pp.  46-48. 


The  rapid  expansion'  of  the  merchant  marine 
was  of  crucial  importance  to  the  Allied  victory.  The 
merchant  fleets  of  Britain  and  the  occupied  coun¬ 
tries  were  greatly  reduced  even  before  Pearl  Har¬ 
bor  by  enemy  operations  at  sea.  Losses  for  the 
period  1939  to  1945  are  estimated  at  twenty-two 
million  deadweight  tons.  Such  replacements  as 
the  British  could  make  during  the  war  were  lim¬ 
ited  by  the  lack  of  manpower  and  materials.  Only 
this  country  had  the  resources  to  overcome  the 
critical  shortage  of  shipping. 

Britain,  the  Netherlands,  Norway,  Greece  and 
other  Allied  nations  have  therefore  emerged  from 
the  war  with  their  shipping  position  considerably 
weakened.^  Before  1939  several  of  these  countries 
paid  for  a  large  part  of  their  imports  with  income 
derived  from  shipping  services;  until  war  losses 
can  be  made  good  the  balance  of  payments  prob¬ 
lem  will  remain  acute.  Meanwhile,  the  reconstruc¬ 
tion  programs  of  these  countries  include  large 
outlays  on  new  ship  construction.  Competition  for 
shipping  business  will  steadily  increase,  and  as  it 
does,  much  of  the  United  States  tonnage  will  be¬ 
come  inactive.^  A  major  readjustment  in  the 
American  shipping  position  cannot  be  avoided. 

As  in  the  case  of  the  synthetic  rubber  industry, 
however,  it  is  generally  agreed  in  Washington 
that  merchant  marine  policy  should  continue  to  be 
guided  by  the  importance  of  the  shipping  industry 
to  our  national  security.  Since  the  United  States 
can  neither  build  ships  nor  operate  them  as  cheaply 
as  other  countries,  the  pre-war  system  of  differen¬ 
tial  subsidies  must  be  maintained."* 

But  unless  this  country  is  prepared  to  spend 
even  larger  sums  than  it  did  in  the  inter-war  period 
to  support  its  merchant  marine,  there  is  little  like¬ 
lihood  that  a  marked  decline  in  our  relative  posi¬ 
tion  as  a  maritime  power  can  be  avoided.  As  in 
1919,  we  again  have  the  advantage  of  a  substantial 
fleet  of  ships;  but  most  of  it  was  built  recently, 
which  means  that  if  new  units  are  not  steadily 
added,  in  time  the  fleet  will  again  consist  almost 
entirely  of  old  ships. 

2.  Arthur  Wubnig,  “Postwar  Shipping  Policy,”  Proceedings  of 
the  American  Economic  Association,  May  1946,  pp.  584-85. 
Some  of  these  nations  have  since  purchased  ships  from  the 
United  States  under  the  provisions  of  the  Merchant  Ship  Sales 
Act  of  1946.  As  of  January  i,  1947,  522  ships  had  been  sold 
to  foreign  interests. 

3.  See  Henry  L.  Deimel,  Jr.,  “United  States  Shipping  Policy 
and  International  Economic  Relations,”  Proceedings  of  the 
American  Economic  Association,  May  1946,  p.  552. 

4.  See  Sixth  Report  of  the  House  Special  Committee,  cited, 
p.  57;  and  Report  by  the  Graduate  School  of  Business  Adminis¬ 
tration,  Harvard  University,  The  Use  and  Disposition  of  Ships 
and  Shipyards  at  the  End  of  World  War  11  (Washington,  Gov¬ 
ernment  Printing  Office,  1945),  passim. 


